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“War Debts and World Prosperity” 


The following article, which is based largely on War 
Debts and World Prosperity, by H. G. Moulton and Leo 
Pasvolsky, is published at this time because the subject 
is bound to be, even though not on the official agenda, a 
major factor in the forthcoming World Economic Con- 
ference—The Editor. 


The termination of the deceptive process by which the 
United States has been receiving payments on war debts 
at the same time it has maintained an export surplus has 
required the country to face realities in a way not hereto- 
fore contemplated. Defaults and deferred payments are 
easy but ineffectual expedients. 

Triangular trade, no matter how wide the variety, has 
not enabled creditor nations to escape the necessity of re- 
ceiving goods. If they do not have an import surplus it is 
because they have continued to make loans which in the 
last analysis are used to pay interest and principal on 
debts. In this way between 1922 and 1930 private loans 
increased the net creditor position of the United States by 
$4,342,000,000, and made it possible for us “to pursue 
commercial policies which work at cross purposes with a 
policy of debt collection.” ? 

Furthermore, decreases in loans, tourist expenditures 
and immigrant remittances and increases in the tariff not 
only explain the protests of Europe on war debts but they 
have decreased purchases of American goods so that 
“during the first ten months in 1932 our exports amounted 
in value to less than 4 the value of the goods we sold 
abroad in the same period of 1929, and reached the lowest 
level for any year since 1910.” ? 


REPARATIONS 


The relation of these developments to the efforts made 
to collect reparations and war debts is significant. The 
study above referred to, by H. G. Moulton and Leo Pas- 
volsky, War Debts and World Prosperity, is the clearest 
and most authoritative account of these transactions. Rep- 
arations represented a bill for damages imposed upon the 
defeated countries by the treaties of peace under which 
Germany, Austria and Hungary were supposed to accept 
full responsibility for the devastation caused by the war. 
The inclusion of claims for war pensions and separation 
allowances more than doubled the reparation bill. 

The total of reparations was left undetermined by the 
treaties of peace and, pending determination of it, the Cen- 


1H. G. Moulton and Leo Pasvolsky, War Debts and IVorld 
Prosperity, New York, Century Co., 1932, p. 401. 

2 Charles Merz, “The Larger Issues Behind the War Debts,” 
New York Times. December 18, 1932. 


tral Powers were required to make payments in cash and 
various forms of property. For Germany these payments 
were approximately $4,750,000.000 during 1919, 1920, 
and the first four months of 1921. The total reparation 
bill was fixed at approximately $33,000,000.000 in 1921. 
Resistance by Germany to collection of the bill was fol- 
lowed in 1923 by an occupation of the Ruhr Valley, which 
completely failed of its purpose. 


Tue Dawes PLan 


Virtual default on reparations resulted in the establish- 
ment of the Dawes Plan in 1924. Under this plan the 
creditor powers were compelled to abandon their policy of 
trying to force Germany to pay more than she was able 
and to consider what she could pay and what should be 
done to enable her to pay. The Dawes Committee decided 
that Germany was able to pay a standard annuity of 2.5 
billion gold marks but that she should be allowed to pay 
1,000,000,000 marks the first year with gradual increases 
up to the fifth year when the standard annuity should go 
into effect. 

For several years Germany made her payments with- 
out much difficulty because she was able to obtain foreign 
loans to make it possible. As a result little or no test was 
made of what she could pay out of her own resources. 
However, in 1928 the Agent General for Reparation Pay- 
ments declared that it would be to the best interests of 
the creditor powers as well as Germany if a final settle- 
ment should be made by mutual agreement and if Ger- 
many was freed from foreign supervision. 


Tue YounG PLan 


A committee headed by Owen D. Young in 1929 formu- 

lated the so-called Young Plan. This provided for un- 
conditional annual payment of 660,000,000 marks and 
conditional anntial payments varying in magnitude sub- 
ject, under certain conditions, to postponement but not to 
remission. The payments were spread over a period of 59 
years but at no time were they to exceed the standard 
annuity of 2.5 billion marks of the Dawes Plan. The 
total debt was the sum of these annuities. They “were 
to a large extent determined by the payments which the 
creditors had obligated themselves to make on the war 
debt account, rather than by any careful appraisal of 
Germany's capacity to pay. The annuities were so ar- 
ranged that at no time during the first 37 years would the 
out payments of the creditors, on account of their own 
war debts, exceed the conditional portions of the current 
German instalments.” 


3 Moulton and Pasvolsky, op. cit., p. 194. 
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The most comprehensive estimates of the reparations 
paid by Germany prior to 1923 place the total at approxi- 
mately 26 billion marks. From September 1, 1924, to 
June 30, 1931, she paid 7,530.2 millions of marks under 
the Dawes Plan, 2,871.9 millions of marks under the 
Young Plan, 43.1 millions of marks under the agreement 
with Belgium and 36 millions of marks as special pay- 
ments for evacuation and commissions, or a total of 
10,481.2 millions of marks. The grand total was there- 
fore 36,481.2 millions of marks. 


THe War Dest SETTLEMENTS 


Before dealing with the crisis of 1931 and President 
Hoover’s proposal for a moratorium we may summarize 
the war debt settlements and their bearing upon develop- 
ments. Before the United States entered the war in 1917 
all of the Allied Powers had become debtors to Great 
Britain. France, a debtor to Great Britain, was a creditor 
to Russia, Belgium, Serbia and Greece. Great Britain, 
France and Russia had borrowed substantial sums in neu- 
tral countries. 

As a result of loans to the Allies the United States 
rapidly changed from a debtor to a creditor nation. Prior 
to the Armistice on November 11, 1918, the total volume 
of credits established in favor of foreign governments 
was approximately $8,000,000,000. After the Armistice 
the United States continued to make loans until the latter 
part of 1920. Including American Relief Administration 
credits, surplus war supplies credits and United States 
Grain Corporation credits, these post-Armistice loans 
amounted to $3,085,126,000. This figure includes interest 
on loans extended under the Liberty Loan Acts through 
April and May, 1919. On September 26, 1919, the United 
States Treasury agreed to a postponement of interest pay- 
ments on war debts, amounting to $475,000,000, for a pe- 
riod of two or three years, but the arrears in interest were 
added to the total indebtedness. 


In the United States these loans were officially regard- 
ed as commercial obligations rather than gifts. On the 
other hand the European Allies regarded the war loans as 
a phase of war cooperation and hoped that they would be 
adjusted as part of the liquidation of the war. As a re- 
sult, formal negotiations for debt settlements were begun 
in 1922 and during the next nine years funding agree- 
ments were made with 15 countries, the debts of Russia 
and Armenia remaining unadjusted. The adjustments 
with Austria, Belgium, Czechoslovakia, Esthonia, Fin- 
land, France, Great Britain, Greece, Hungary, Italy, Lat- 
via, Lithuania, Poland, Rumania, and Yugoslavia obli- 
gated them to pay $11,579,435,885 as principal and $10,- 
679,604,171.27 as interest, or a total of $22,259,040,056.27. 
These settlements resulted in an average reduction of 51.3 
or 43.1 per cent, depending on whether the rate of interest 
used when figuring present value is 5 or 4.25 per cent. 


War Dest PAYMENTS 


The United States has steadily maintained, and cor- 
rectly, that there is no legal connection between repara- 
tions and war debts but “there is between them so impor- 
tant an economic relationship that the legal aspects of the 
problem have very little realistic significance.” * Of the 
$2.606,340,100 principal and interest received by the 
United States up to June 30, 1931, $1,415,700,000 was re- 
ceived between July 1, 1924 and June 30, 1931 from Great 
Britain, France, Italy, and Belgium. From Germany 


4 Ibid., p. 296. 


$155,200,000 was received up to July 1, 1931, of which 
$103,500,000 represented reimbursement for the costs of 
the army of occupation and $51,700,000 on account of 
mixed claims awards. 

Under the Dawes and Young Plans Great Britain, 
France, Italy and Belgium received 93 per cent of the 
payments made by Germany to all her creditors, not in- 
cluding the United States, and these four countries paid 
the United States 97 per cent of the sums received by her 
under the debt settlements. 

France received about three and one-half times as much 
from Germany as she paid to Great Britain and the 
United States, while Italy received about 50 per cent more 
than she paid. Great Britain’s receipts from Germany 
during the seven-year period covered about one-half of 
her payments to the United States while her receipts from 
France, Italy, and Belgium ($316,400,000) did not suffice 
by $240,000,000 to cover the remainder. 


Tue Crisis or 1931 


The inevitability of the breakdown in payments which 
occurred in 1931 had long been apparent to those ac- 
quainted with the reparation and debt problem. Al- 
though payments had been made on schedule during the 
depression of 1930 the German budget of 1928-29 showed 
a deficit of more than 1.25 billion marks and 1929-30 
budget a deficit of 900 million marks, in spite of the sub- 
stantial relief furnished by the Young Plan. Her rapidly 
declining business, difficulties in tax collections, the neces- 
sity of increasing unemployment relief, the political un- 
certainties attending the growing power of the National 
Socialist Party, the withdrawals of foreign short-term 
credits, the flight of capital, the necessity of decreasing 
her stocks of gold and foreign bills at the Reichsbank, the 
announcement of a customs union with Austria which 
precipitated an international political crisis, the crash of 
the Creditanstalt in Austria, the world-wide economic de- 
pression, the fall in prices which made international pay- 
ments more difficult—these factors together created a 
situation which by the spring of 1931 was driving Ger- 
many toward a financial and economic collapse as menac- 
ing as that of 1923. If Germany failed to meet her pay- 
ments in July, 1931, it would affect the whole structure 
of debt liquidation and her collapse would have disastrous 
consequences for trade and finance throughout the world. 

Under these circumstances it became evident that the 
provisions under the Young Plan for postponement of 
payments would be inadequate. On July 20, 1931, Presi- 
dent Hoover proposed a moratorium for one year on all 
payments of principal and interest on inter-governmental 
debts on condition that European nations take similar ac- 
tion affecting reparations and international debts. 

While this debt holiday could not change the immediate 
course of the world crisis, it did remove one important 
element of strain and it was a recognition that “the exist- 
ing debt settlements were no longer capable of fulfillment 
under the conditions in which the world found itself in 
the summer of 1931... . And it served to direct the 
world’s attention to the basic implications of the debt 
problem, which had been so badly obscured by the dis- 
guising factors that had characterized the process of debt 
fulfillment.” 

Tue Lausanne CONFERENCE 


In September, 1931, Great Britain was driven off the 
gold standard and was followed by several other countries. 


5 Ibid., pp. 324-325. 
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Resulting monetary instability, foreign exchange restric- 
tions, declining prices, and increasing trade restrictions 
only served to intensify economic and financial dislocation 
already existing and decreased the possibility of resump- 
tion of payments by Germany at the expiration of the 
moratorium. In the Lausanne conference, June 16 to 
July 9, 1932, the European powers were forced to come 
to grips with the reparation problem. 

Although the Lausanne settlement did not put an end to 
reparations, it wiped out over nine-tenths of Germany’s 
liability and Moulton and Pasvolsky declare that the 
claims against Germany are “so hedged in by the condi- 
tions governing the issue of the new bonds, that for all 
practical purposes the reparation problem may now be 
considered entirely removed as an element of strain in the 
economic and financial affairs of the world.”* They 
insist that “the changed situation renders inevitable a re- 
consideration of the existing war debt agreements,” and 
they say further: | 

“The profound significance of the Lausanne settlement 
lies in the fact that it represents the first clear-cut evi- 
dence that the world is beginning to appreciate the eco- 
nomic lessons taught by the application of the policy of 
debt collection pursued since the war.” 7 


Wuy REPARATIONS AND War Dests? 


Little by little, Europe and the United States have 
been forced to recognize that reparations and war debts 
could not be forced beyond capacity to pay. The ques- 
tion is whether the creditor countries will not be better 
off if payments cease entirely. 

Payment cannot be made unless the creditors are will- 
ing to receive payment in goods and services, the only 
form in which international payments can be made in the 
long run. Great Britain and France have shown an un- 
willingness to receive reparations by payment in kind and 
they, like the United States, have set up restrictions on 
international trade to protect home producers against the 
competition of foreign goods. 

If the United States wishes to expand her exports to 
European countries they must be able to buy. “To the 
extent that European countries must use the proceeds 
of their exports to pay the war debts, their ability to pur- 
chase American exports is curtailed.”® If exports de- 
crease, the effect is adverse upon domestic production and 
prosperity. The customary statement that exports 
amount to 10 per cent of total domestic production does 
not indicate the degree to which many industries are de- 
pendent upon exports. In 1929 the percentage of pro- 
duction exported by various industries varied from 14 per 
cent in passenger automobiles to 54.8 per cent in cotton. 
Low prices, depression, and unemployment in exporting 
industries affect adversely the whole economic system. 
Thus “the losses to the Treasury from a remission of the 
debts would undoubtedly be greatly outweighed by the 
gains which would accrue to the Treasury with the re- 
covery of business activity.” ® 

By the end of 1930 foreign investments of the Amer- 
ican people, exclusive of the war debts owed to the United 
States Treasury, amounted to 15.5 billions. If the war 
debts were cancelled the interest charges on private in- 
debtedness (as of 1930) would require an increase in 
our imports or a decrease in our exports of approximately 


® Tbid., pp. 362-363. 
7 Tbid., p. 365. 
8 [bid., pp. 411-412. 
® [bid., p. 413. 
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$400,000,000. If war debts are to be paid, obviously a 
much greater trade adjustment will be necessary. Even 
with the war debts out of the picture the growth in private 
loans abroad will require the United States to modify 
its tariff and other commercial policies in order to in- 
crease imports if interest on private investments ts to be 
paid. Thus “it is impossible for any nation to play the 
role of a creditor successfully, and at the same time im- 
pose ever increasing restrictions upon imports.” Moulton 
and Pasvolsky are of the opinion, therefore, that “the 
necessary readjustments of commercial policies required 
by the changed position of the United States in the world 
can be carried out with fewer transitional dislocations if 
the complications presented by the war debts are elim- 
inated,” that “a complete obliteration of all reparation 
and war debt obligations would promote, rather than 
retard, world economic prosperity,” and that “the collec- 
tion of these inter-governmental debts would be economi- 
cally detrimental, rather than beneficial, to the creditor 
countries.” 


Employe Stock Ownership and the Depression 


The effect of the depression upon employe stock owner- 
ship plans is revealed in a study by Eleanor Davis, as- 
sistant director of the Industrial Relations Section of 
Princeton University. An examination of the results 
achieved under 50 plans of leading business concerns from 
1925 to 1932 indicates a need for serious reconsideration 
of this form of saving for wage workers. As a means 
of improving industrial relations employe stock owner- 
ship, as illustrated in most of the plans studied, leaves 
much to be desired. The prolonged and extensive decline 
in the prices of stocks has affected disastrously both 
employes and the employers. 

The conclusion reached is that the purchase of stock 
by employes is a very questionable form of investment 
unless a plan contains provisions which safeguard the 
employes’ savings. “Because of their small income and 
lack of reserves it is exceedingly difficult for them to 
invest on a long-term basis. Calls for money beyond 
the amounts in the weekly pay envelope and such major 
risks of life as sickness, accident, and unemployment 
frequently make it necessary for them to draw upon their 
savings. It was to meet such emergencies, after all, that 
savings were accumulated. But investment in industrial 
stocks cannot always be realized upon at once to ad- 
vantage. When prices are low, the owner must be able 
to wait for an upswing in the market before selling. 
This the lower-paid groups of employes are in no eco- 
nomic position to do and the result frequently is that they 
are forced to sell at a loss. Often the hetter-protected 
investor loses, too, but he has reserves from which he 
can meet losses and he gains more than enough the next 
time to compensate. The argument is sometimes heard 
that employe losses during the past three years have been 
small in comparison with those met by others and that 
they should be willing to stand them for the sake of the 
gains. This is to ignore the fact that, for many, this is 
their only saving and that what they need is, not a chance 
at speculative gain, but security of principal.” 

Savings banks are required to invest savings in rela- 
tively safe securities. ‘The experience of the past three 
years indicates the need for similar limitations by em- 
ploying companies on the forms of investment in which 
they encourage employes to place their savings.” Em- 


10 Jbid., pp. 415, 422. 
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ployes under stock purchase plans not only have their 
savings in risk securities but they have ail their eggs in 
one basket. They are dependent on the prosperity of 
one company for the safety of their savings as well as 
for employment. Only under plans where their savings 
are invested in diversified securities is the protection 
similar to that obtained by deposits in mutual savings 
banks. “Experience to date with most employe invest- 
ment trusts indicates the necessity, however, for a great 
deal of caution. Diversification of investment has not, 
recently, proved to be as much protection as was assumed 
it wouid be. There is no magic in a large number of 
stocks when they are all dropping in price. An invest- 
ment group for employes may place the company which 
sponsors it in the position of feeling that it must assume 
responsibility for losses. This feeling is entirely un- 
justified from any legal point of view, but more than one 
company has. felt it strongly enough to underwrite losses 
and close the plan.” 

The greatest protection offered employes is found 
under plans in which the company guarantees the re- 
purchase of the stock at the price originally paid by the 
employe and the return of the employe’s money with 
interest. Only four of the 50 plans studied contain this 
degree of protection. 

The report points out that “employe losses through 
company-sponsored plans may prove to be a boomerang, 
as far as industrial relations are concerned. The com- 
pany hopes to gain, as its benefit from these plans, in- 
creased morale and loyalty on the part of its employes. 
But this cannot be brought about if the plan is responsible 
for losses to any considerable number or to any great 
degree. What was meant to be a help to employment 
relations may then become a drawback. . . .” 

Stock purchase plans limited to selected groups of 
employes in the higher income groups are subject to two 
dangers. “One of them is that eligible employes will, 
out of loyalty or enthusiasm, load up too heavily with 
subscriptions to company stock. This is especially the 
case with younger executives. The other is that, in 
times of a slackened sense of responsibility and with the 
protection of lack of publicity of the details of the plan, 
executives in a position to do so may arrange too favor- 
able terms for themselves. Neither of these dangers 

. . spoils the plan as a medium for honest and profitable 
investment for those in a position to take risks, or as an 
incentive to greater interest in the company’s welfare on 
the part of those best able to advance it.” 

The report concludes that “perhaps there is no form 
of personnel activity by means of which the company can 
perform a greater service for its employes than through 
sound advice on their financial problems. Encourage- 
ment to build savings accumulations wherever possible 
and help in their wise investment are needed by all classes 
of employes. They wili be needed particularly in the next 
few years, whether we reach anything resembling pre- 
depression prosperity or gain ground only slowly. To 
provide such encouragement and advice is both a respon- 
sibility and a challenge to management.” 


A Plan for Treating Unemployment 


One significant result of the depression has been to 
direct study and effort toward comprehensive planning 
for the relief and prevention of unemployment. The re- 
port of a committee of the Community Council of Phila- 
delphia prepared by Kenneth L. M. Pray, director of the 
Pennsylvania School of Social and Health Work pub- 


lished by The Survey, March, 1933, is, in brief statement, 
perhaps the most comprehensive plan for the treatment 
of unemployment that has been formulated. 

Economic maladjustments are such that it is impossible 
to foretell when the United States and other capitalistic 
nations will introduce measures to prevent unemployment. 
The report is therefore based on the assumption that 
recurring periods of depression and maladjustments in 
labor supply during so-called prosperity will necessitate 
measures for the relief of those unemployed. “It is just 
at such times as the present—when the security of the 
home, and the satisfactions of regular creative labor are 
most threatened or altogether lost, and when the power 
of self-maintenance and self-protection is most weakened 
—that community provision for these vital needs is most 
imperativly required.” 

The program of the committee for dealing with un- 
employment includes: 

“First, the collection and dissemination of dependable 
facts as to the extent, the kinds and the location of em- 
ployment and unemployment, so that the initiation and 
administration of necessary measures may be promptly 
adapted to actual conditions and needs. 

“Second, the provision of suitable means for bringing 
together job-hunters and available jobs, so that, among 
other gains, the period of unemployment for each indi- 
vidual may be as short as possible. 

“Third, the provision of a long-time program of neces- 
sary public-works construction, local, state and national, 


the timing of actual expenditures to be adjusted inversely _ 


to general economic activity, so that permanently useful 
governmental action may take up some of the slack in 
demand for labor and may thus somewhat retard the 
cumulative effect of unemployment. 

“Fourth, the provision of reserve funds, accumulated 
in times of prosperity to be distributed in times of ad- 
versity, to those thrown out of work through no fault 
of their own, in order not only that the individual may 
be spared the worst consequences of his misfortune, but 
also that he may retain for a time at least a part of his 
purchasing power in the general market. 

“Fifth, the provision of adequate means for meeting 
the primary necessities of those who fall outside the pro- 
tection of these measures and who cannot provide for 
their own needs.” 

Since relief is the most imperative obligation of the 
moment the report points ovt that it “must be available 
on terms of equality to all in equal need, below a definite 
level of self-maintenance. It must be prompt and timely, 
not delayed until personal and social disintegration have 
progressed to the danger point. It must be adequate to 
meet, along with whatever other resources are available, 
the elemental needs of human beings for the preservation 
of health and decency. It must be continuous and certain, 
and so organized as to adapt itself readily, in form and 
amount, to the changing circumstances of the individual 
beneficiary and of the community. It must be admin- 
istered in such a way as to enlist the cooperation, protect 
the self-respect and sustain the personal rights and powers 
of its recipients, while preserving the social unity and 
economic stability of the community.” 


The importance of the administration of relief. public 
works, unemployment reserves, public employment ex- 
changes, unemployment statistics are discussed at length 
and the report urges an immediate appropriation of 
$500,000,000 by the federal government for relief. This 


should be supplemented by the states and localities. 
33. 
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